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237 E. Fireweed Lane, Suite 200
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{907) 258-7582 Fax

Independent Auditor’s Report

Honorable Mayor and Borough Assembly
The Aleutians East Borough
King Cove, Alaska

Ladies and Gentlemen:

We have audited the accompanying financial statements of governmental activities, the business-
type activities, each major fund, and aggregate remaining fund information of The Aleutians East
Borough as of and for the year ended June 30, 2011, which collectively comprise the Tribe’s basic
financial statements as listed in the table of contents. These financial statements are the
responsibility of the Tribe's management. Our responsibility is to express an opinion on these
financial statements based on our audit. We did not audit the component unit financial statements
of the Aleutians East Borough School District. Those financial statements were audited by other
auditors whose report has been furnished to us, and our opinion on the general-purpose financial
statements, insofar as it relates to amounts included for the component unit financial statements of
Aleutians East Borough School District and the general fixed assets account group, is based solely
on the report of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of governmental activities, the business-type activities, each major
fund, and aggregate remaining fund information of The Aleutians East Borough as of June 30,
2011, and respective changes in financial position and, where applicable, cash flows, thereof and
for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Government Auditing Standards, we have also issued a report dated January 3,
2012, on our consideration of The Aleutians East Borough’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal contro!l over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and
important for assessing the results of our audit.



Honorable Mayor and Borough Assembly
The Aleutians East Borough

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis and budgetary comparison information on pages 3 through
12 and 19 through 20 be presented to supplement the basic financial statements. Such
information, although not part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of the financial reporting for
placing the basic financial statements in an appropriate operation, economic, or historical context.
We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information because
the limited procedures do not provide us with sufficient evidence to express an opinion or provide
any assurance.

Our audit was conducted for the purpose of forming opinions on the basic financial statements of
The Aleutians East Borough taken as a whole. The combining and individual non-major fund
financial statements are presented for purposes of additional analysis and are not part of the basic
financial statements. The schedule of expenditures of federal awards is presented for the purposes
of additional analysis as required by U.S Office of Management and Budge Circular A-133, Audits
of States, Local Governments, and Non-Profit Organizations, and is not a required part of the
financial statements. The accompanying schedule of State financial assistance is presented for
purposes of additional analysis as required by State of Alaska Audit Guide and Compliance
Supplement for State Single Audits and is also not a required part of the financial statements. The
combining and individual nonmajor fund financial statements and the schedule of expenditures of
federal and state awards are the responsibility of management and were derived from and relate
directly to the underlying accounting and other records used to prepare the financial statements.
The information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional records used to prepare the financial statements or to the
financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the information is
fairly stated in all material respects in relation to the financial statements as a whole.

January 3, 2012 %ﬂVﬁ/L&m.{' Vﬁé«-
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THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Management’s Discussion and Analysis

Year Ended June 30, 2011

As the management of The Aleutians East Borough, we offer readers of The Aleutians East
Borough’s financial statements this narrative overview and analysis of the financial activities of The
Aleutians East Borough for the fiscal year ended June 30, 2011. We encourage readers to read the
information presented here in conjunction with additional information we have furnished in the
Borough'’s financial statements which follow this narrative.

FINANCIAL HIGHLIGHTS

= Assets of The Aleutians East Borough exceeded liabilities at the close of the fiscal year by
$97,375,120 (net assets).

= The Government’s total net assets increased by $7,474,440, primarily due to government
activity, capitalization of capital expenses in the government-wide financial statements and gain
on investments.

= Governmental funds reported combined ending fund balances of $50,578,941, an increase of
$11,726,195 in comparison with the prior year.

» At the end of the current fiscal year, unassigned fund balance for the general fund was
$2,207,789, or 61 percent of total general fund expenditures for the fiscal year.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to The Aleutians East
Borough'’s basic financial statements. The Borough's basic financial statements consist of three
components: 1) government-wide financial statements, 2) fund financial statements, and 3) notes
to the financial statements (see Figure 1). The basic financial statements present two different
views of the Borough through use of government-wide statements and fund financial statements. In
addition to the basic financial statements, this report contains other supplemental information that
will enhance the reader’s understanding of the financial condition of The Aleutians East Borough.



THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Management’s Discussion and Analysis, continued

OVERVIEW OF THE FINANCIAL STATEMENTS, continued
Required Components of Annual Financial Report

Figure 1
Management’s Basic Financial
Discussion and Analysis Statements
Government-wide Fund Financial Notes to the Financial
Financial Statements Statements Statements
Summary » Detall

Basic Financial Statements
The first two statements (Exhibits A-1 and A-2) in the basic financial statements are government-

wide financial statements. They provide both short- and long-term information about the Borough’s
financial status.

The next statements (Exhibits B-1 through B-5) are fund financial statements. These statements
focus on activities of the individual parts of the Borough's government. These statements provide
more detail than government-wide statements. There are two parts to fund financial statements:
governmental funds statements and budgetary comparison statements.

The next section of the basic financial statements is notes. Notes to the financial statements
explain in detail some of the data contained in those statements. After the notes, supplemental
information is provided to show details about the Borough’s individual funds. Budgetary information
can also be found in this part of the statements.

Government-wide Financial Statements
Government-wide financial statements are designed to provide the reader with a broad overview of
the Borough'’s finances, similar in format to a financial statement of a private-sector business. The

government-wide statements provide short- and long-term information about the Borough’s financial
status as a whole.

The two government-wide statements report the Borough'’s net assets and how they have changed.
Net assets are the difference between the Borough's total assets and total liabilities. Measuring net
assets is one way to gage the Borough'’s financial condition.
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THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Management’s Discussion and Analysis, continued

OVERVIEW OF THE FINANCIAL STATEMENTS, continued

Government-wide Financial Statements, continued

Government-wide statements are divided into two categories: governmental activities and
component units. Governmental activities include the Borough’s basic services such as natural
resource management, capital projects management, and general administration. State and federal
grant funds finance most of these activities. The component unit includes the Aleutians East
Borough School District. The District’s activities include Instruction, Support Services, Student
Transportation, and Food Services, among others. These activities are supported by local, State,
and federal financial aid.

Government-wide financial statements are Exhibits A-1 and A-2 of this report.

Fund Financial Statements

Fund financial statements (see Figure 2) provide a more detailed look at the Borough's most
significant activities. A fund is a grouping of related accounts used to maintain control over
resources that have been segregated for specific activities or objectives. All funds of The Aleutians
East Borough are included within one broad category: governmental funds.

The Aleutians East Borough’s Net Assets

Figure 2
2011 2010
Current and other assets $ 50,414,121 41,048,056
Capital assets 84,572,600 83,053,889
$134,986,721 124,101,945
Liabilities $ 37,611,601 34,201,265
Net assets:
Invested in capital assets, net of related debt $ 50,607,600 53,213,889
Reserved:
Forward funding 8,896,771 7,527,698
Construction 11,209,676 7,018,083
Permanent fund 27,790,630 22,121,090
Unreserved: -
Designated for major maintenance 398,952 407,983
Undesignated (1,528,509) (388,063)
Total net assets 97,375,120 89,900,680

$134,986,721 124,101,945




THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Management’s Discussion and Analysis, continued

OVERVIEW OF THE FINANCIAL STATEMENTS, continued

Fund Financial Statements, continued

Governmental Funds - Governmental funds are used to account for those functions reported as
governmental activities in the government-wide financial statements. Most of the Borough’s basic
services are accounted for in governmental funds. These funds focus on how assets can readily be
converted into cash flow in and out and what monies are left at year end that will be available for
spending in the next year. Governmental funds are reported using an accounting method called
modified accrual accounting which provides a short-term spending focus. As a result, governmental
fund financial statements give the reader a detailed short-term view that helps him or her determine
if there are more or less financial resources available to finance the Borough’s programs. The
relationship between government activities (reported in the statement of net assets and statement

of activities) and governmental funds is described in a reconciliation that is part of the fund financial
statements.

The Aleutians East Borough adopts an annual budget for its general fund. The budget is a legally
adopted document that incorporates input from the management of the Borough and decisions of
the Assembly about which services to provide and how to pay for them. |t also authorizes the
Borough to obtain funds from identified sources to finance these current-period activities. The
budgetary statement provided for the general fund demonstrates how well the Borough complied
with the budget and whether or not the Borough succeeded in providing services as planned when
the budget was adopted. The budgetary comparison statement uses the budgetary basis of
accounting and is presented using the same format, language, and classifications as the legal
budget document. The statement shows four columns: 1) the original budget as adopted by the
Assembly; 2) the final budget as amended by the Assembly; 3) actual resources, charges to
appropriations, and ending balances in the general fund; and 4) the difference or variance between
the final budget and actual resources and charges. To account for the difference between the
budgetary basis of accounting and modified accrual basis, a reconciliation showing differences in
reported activities is shown at the end of the budgetary statement.

Notes to the Financial Statements
The notes provide additional information that is essential to a full understanding of data provided in

the government-wide and fund financial statements. Notes to the financial statements are on
pages 25 through 38 of this report.

e



‘‘‘‘‘

THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Management’s Discussion and Analysis, continued

GOVERNMENT-WIDE FINANCIAL ANALYSIS

The government-wide financial statements for the fiscal year ended June 30, 2011, are the
beginning of a new era in financial reporting for The Aleutians East Borough and many other units
of government across the United States. Prior to this year, The Aleutians East Borough maintained
its governmental and proprietary fund groups as two separate and very distinct types of accounting
without any type of consolidated statement that accurately reflected operations and net assets of
the government as a whole. There was a total column that appeared on the financial statements,
but it was a memorandum total only. No attempt was made to adjust statements in such a way that
the total column would represent the overall financial condition of The Aleutians East Borough.
These statements were basically the equivalent of fund financial statements that appear in this
report with fiduciary funds and two account groups, long-term debt, and general fixed assets added
in.

Changes in the financial statement reporting model are mandated by GASB. GASB 34 dictated the
changes you see in The Aleutians East Borough’s financial reports as well as those of many other
units of government. While The Aleutians East Borough was required to implement these changes
for the fiscal year ended June 30, 2004, other units were required to implement Statement 34 in
2002.

As noted earlier, net assets may serve over time as one useful indicator of a government’s financial
condition. Assets of The Aleutians East Borough exceeded liabilities by $97,375,120 as of June 30,
2011. The Borough’s net assets increased by $7,474,440 for the fiscal year ended June 30, 2011.
However, the largest portion reflects the Borough’s investment in capital assets (e.g., land,
buildings, machinery, equipment, and infrastructure) less any related debt still outstanding that was
issued to acquire those items. The Aleutians East Borough uses these capital assets to provide
services; consequently, these assets are not available for future spending. Although The Aleutians
East Borough’s investment in its capital assets is reported net of any outstanding related debt,
resources needed to repay that debt must be provided by other sources, since capital assets
cannot be used to liquidate these liabilities.

Several particular aspects of the Borough's financial operations positively influenced total
unrestricted governmental net assets:

= Increase in funding from the Borough raw fish tax.
» Increased funding from the State of Alaska.

Governmental Activities

Governmental activities increased the Borough’s net assets by $8,831,542, thereby accounting for
a 8 percent of total increase in net assets of The Aleutians East Borough (see Figure 3). Key
elements of this increase are as follows:

= Miscellaneous revenues increased.
= [nvestment Gains increased.



THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Management’s Discussion and Analysis, continued

GOVERNMENT-WIDE FINANCIAL ANALYSIS, continued
Governmental Activities, continued

The Aleutians East Borough Changes in Net Assets
Figure 3

Revenues:

Program revenues:
Charges for services
Operating grants and contributions
Capital grants and contributions

General revenues:
Unrestricted investment earnings
Restricted investment earnings
Miscellaneous

Total revenues

Expenses:
General fund
Bond construction
Trust fund
Debt service
Capital improvements

Total expenses

Increase in net assets

Net assets, beginning of year
Net assets, end of year

FINANCIAL ANALYSIS OF THE BOROUGH’S FUNDS

As noted earlier, The Aleutians East Borough uses fund accounting to ensure and demonstrate

compliance with finance-related legal requirements.

Governmental Funds

The focus of The Aleutians East Borough’s governmental funds is to provide information on near-
term inflows, outflows, and balances of usable resources. Such information is useful in assessing
The Aleutians East Borough’s financing requirements. Specifically, the unassigned fund balance
can be a useful measure of a government’s net resources available for spending at the end of the

fiscal year.

4,584,570
3,820,093
1,637,988

9,050
5,397,941
825,249

16,274,891

5,403,997
69,568
28,098

1,412,841

527,945

7,443,349

8,831,542

76,885,935

$ 85,717,477



THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Management's Discussion and Analysis, continued

FINANCIAL ANALYSIS OF THE BOROUGH’S FUNDS, continued

Governmental Funds, continued

Governmental funds are accounted for using the modified accrual basis of accounting. All
governmental funds have total revenues of $16,205,577 and expenditures of $9,379,382. The net
change in funds balance after transfers and bond proceeds was an increase of $11,726,195.

At June 30, 2011, governmental funds of The Aleutians East Borough reported a combined fund
balance of $50,578,941, a 31 percent increase over last year.

General Fund Budgetary Highlights

General fund budgets are prepared according to Alaska law and are based on a modified accrual
basis of accounting. The most significant budgeted fund is the general fund.

Actual revenues in the general fund were $2,374,849 more than anticipated. This variance was
related primarily to the Borough raw fish tax in the general fund.

Actual expenditures in the general fund were $226,065 less than anticipated. This variance was
related primarily to the administration, resource and other departments in the general fund.

Actual revenues in bond construction were $94,715 more than anticipated. This variance was
related primarily to the increase in investment and other revenue within this fund.

Actual expenditures in bond construction were $3,747,496 less than anticipated. This variance was
due to the decrease in activity within this fund.

Actual revenues in the trust fund were $4,998,538 greater than anticipated. This variance was due
to the increase in investment income.

Actual expenditures in the trust fund were $6,002 less than anticipated. This variance was due to
the decrease in activity within this fund.

Actual expenditures in the debt service fund were $690,408 greater than anticipated. This variance
was due to the increase in interest expense within this fund.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

The Aleutians East Borough's investment in capital assets for its governmental activities as of June
30, 2011, totals $84,572,600 (net of accumulated depreciation; see Figure 4). These assets include
buildings, land, machinery and equipment, vehicles, and infrastructure.



THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Management's Discussion and Analysis, continued

CAPITAL ASSET AND DEBT ADMINISTRATION, continued

Major capital asset transactions during the year include the following additions and retirements:

= [nfrastructure additions totaled $2,749,507.
» Buildings and improvements additions totaled $893,285.
» Furniture and Equipment additions totaled $5,531.
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THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Management’s Discussion and Analysis, continued

The Aleutians East Borough'’s Capital Assets

Figure 4
Capital Assets, Depreciated
Capital Access
Assets, Not Furniture Road
Depreciated - Infra- and Construction
Land Buildings structure Equipment Vehicles wWIP Totals
Primary government -
Governmental activities:
Balance, June 30, 2010 $ 5,323,074 45,048,416 20,211,197 605,976 169,651 39,694,768 111,053,082
Increases - - 2,318,264 767 - 431,243 2,750,274
Decreases - - - - - - -
Balance, June 30, 2011 5,323,074 45,048,416 22,529,461 606,743 169,651 40,126,011 113,803,356
Accumulated depreciation -
Balance, June 30, 2011 - (33,619,448) (10,396,792) (552,273) (131,307) - (44,699,820)
Capital assets, net 5,323,074 11,428,968 12,132,669 54,470 38,344 40,126,011 69,103,536
Business-type activities:
Balance, June 30, 2010 - 6,326,940 10,314,912 - - 16,641,852
Increases - 893,284 - 4,765 - - 898,049
Balance, June 30, 2011 - 7,220,224 - 10,319,677 - - 17,539,901
Accumulated depreciation -
Balance, June 30, 2011 - - - (2,070,837) - - __{2,070,837)
Capital assets, net - 7,220,224 - 8,248,840 - - 15,469,064
Total Governmental activities: 5,323,074 18,649,192 12,132,669 8,303,310 38,344 40,126,011 84,572,600
Component units:
Balance, June 30, 2010 - - - 714,025 - - 714,025
Increases - - - 20,784 - - 20,784
Decreases - - - - - - -
Balance, June 30, 2011 - - - 734,809 - - 734,809
Accumulated depreciation -
Balance, June 30, 2011 - - - (477,611) - - (477.611)
Capital assets, net $ - - - 257,198 - - 257,198

Additional information on the Borough’'s capital assets can be found in the notes to the basic
financial statements.

11



THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Management’s Discussion and Analysis, continued

CAPITAL ASSET AND DEBT ADMINISTRATION, continued
Long-term Debt

As of June 30, 2011, The Aleutians East Borough had the following outstanding debt:

Bonds payable at July 1, 2010 $ 29,840,000
Bond Proceeds 4,900,000
Bond issuance premium 100,000
Principal payments (875,000)

Bonds payable at June 30, 2011 $ 33,965,000

Additional information on the Borough’s outstanding debt can be found in the notes to the basic
financial statements.

REQUESTS FOR INFORMATION

This report is designed to provide an overview of the Borough's finances for those with an interest
in this area. Questions concerning any of the information found in this report or requests for
additional information should be directed to Director of Finance, The Aleutians East Borough,
PO Box 49, King Cove, AK 99612.
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THE ALEUTIANS EAST BOROUGH Exhibit A-1
King Cove, Alaska
Government-wide Statement of Net Assets
June 30, 2011
Primary
Governmental Business-type Component
Activities Activities Total Unit
Assets
Cash and cash equivalents $ 300 - 300 -
Equity in central treasury 48,085,202 - 48,085,902 1,929,008
Investments 452,788 - 452,788 -
Prepaids - - - 407,189
Due from primary government - - - 305,369
Inventory - - - 28,888
Receivables, net:
State of Alaska 791,140 - 791,140 -
Federal 48,438 - 48,438 -
School 174,080 - 174,080 -
Accrued interest 74,659 - 74,659 -
Other 785,963 851 786,814 242,184
Total receivables 1,874,280 851 1,875,131 242,184
Internal balances 3,752,060  (3,752,060) - -
Capital assets:
Land and construction in progress 37,986,439 - 37,986,439 -
Other capital assets, net of depreciation 31,117,097 15,469,064 46,586,161 257,198
Total capital assets 69,103,536 15,469,064 84,572,600 257,198
$ 123,268,866 11,717,855 134,986,721 3,169,836
Liabilities
Accounts payable $ 1,047,302 60,212 1,107,514 178,017
Accrued payroll and taxes 8,718 - 8,718 435,713
Accrued vacation 55,147 - 55,147 33,463
Deferred revenue 455,305 - 455,305 9,880
Premium on bond payable 90,909 - 90,909 -
Due to component unit 1,929,008 - 1,929,008 -
Debt payable 33,965,000 - 33,965,000 -
Total liabilities 37,551,389 60,212 37,611,601 657,073
Net Assets
Invested in capital assets, net of related debt 35,138,536 15,469,064 50,607,600 257,198
Reserved:
Forward funding 8,896,771 - 8,896,771 -
Construction 11,209,676 - 11,209,676 -
Permanent fund 27,790,630 - 27,790,630 -
Other - - - 2,255,565
Unreserved:
Designated for major maintenance 398,952 - 398,952 -
Undesignated 2,282,912  {3,811,421)  {1,528,509) -
Total net assets 85,717,477 11,657,643 97,375,120 2,512,763
$ 123,268,866 11,717,855 134,986,721 3,169,836
See accompanying notes to financial statements.
13



Exhibit A-2

THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Government-wide Statement of Activities

Year Ended June 30, 2011

Program Revenues

Net Revenue (Expense)
and Changes in Net Assets

Operating Capital Primary
Charges for  Grants and Grants and Governmental Business-type Component
Functions/Programs Expenses Services  Contributions Contributions Activities Activities Unit
Primary governmental activities:
General Fund $ 5,403,997 4,584,570 3,820,093 - 3,000,666 - -
Bond construction 69,568 - - - (69,568) - -
Trust fund 28,998 - - - (28,998) - -
Debt service 1,412,841 - - - (1,412,841) - -
Maintenance reserve 283,109 - - - (283,109) - -
Capital improvements 244,836 - - 1,637,988 1,393,152 - -
Total primary
governmental activities 7,443,349 4,584,570 3,820,093 1,637,988 2,599,302 - -
Business-type activity -
Hovercraft & Terminal 1,538,716 181,614 - - - (1,357,102) -
Total primary government 8,982,065 4,766,184 3,820,093 1,637,988 2,599,302 (1,357,102) -
Component unit - AEB School  $ 9,361,089 58,856 830,081 - - - (8,472,152)
Primary
Governmental Business-type Component
Activities Activities Total Unit
General revenues:
Unrestricted investment earnings $ 9,050 - 9,050 -
Restricted investment earnings 5,397,941 - 5,397,941 -
Local contributions - - - 1,612,918
State grants and entitlements - - - 5,342,656
Impact aid - - - 1,204,037
E-rate - - - 421,816
Miscellaneous 825,249 - 825,249 27,933
Total general revenues 6,232,240 - 6,232,240 8,609,360
Transfers to/from other funds - - - -
Change in net assets 8,831,542 (1,357,102) 7,474,440 137,208
Prior period adjustment - 5,372,548 5,372,548 -
Net assets, beginning of year 76,885,935 7,642,197 84,528,132 2,375,555
Net assets, end of year $ 85,717,477 11,657,643 97,375,120 2,512,763

14

See accompanying notes to financial statements.
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ALEUTIANS EAST BOROUGH Exhibit B-1
King Cove, Alaska
Governmental Funds
Combining Balance Sheet
June 30, 2011
Major Funds Total
Bond Trust Debt Nonmajor Governmental
General Construction Fund Service Funds Funds
Assets
Cash and cash equivalents $ 300 - - - - 300
Equity in central treasury 9,791,393 9,522,185 27,477,942 - 1,294,382 48,085,902
Investment in Southwest
Governments, LLC - - 452,788 - - 452,788
Receivables, net:
State of Alaska 567,707 - - - 223,433 791,140
Federal - - - - 48,438 48,438
School - - - - 174,080 174,080
Accrued interest 2,630 4,481 67,548 - - 74,659
Other 757,209 - - - 28,754 785,963
Total receivables 1,327,546 4,481 67,548 - 474,705 1,874,280
Due from other funds 2,897,413 62,547 - 75,123 924,625 3,959,708
$ 14,016,652 9,589,213 27,998,278 75,123 2,693,712 54,372,978
Liabilities and
Fund Balances
Liabilities:
Accounts payable $ 464,816 565,016 - - 17,470 1,047,302
Accrued payroll and taxes 8,718 - - - - 8,718
Accrued vacation 55,147 - - - - 55,147
Deterred revenue 454,403 - - - 902 455,305
Premium on bond payable - 90,909 - - - 90,309
Due to component unit 1,929,008 - - - - 1,929,008
Due to other funds - - 207,648 - - 207,648
Total liabilities 2,912,092 655,925 207,648 - 18,372 3,794,037
Fund balances:
Committed:
Forward funding 8,896,771 - - - - 8,896,771
Construction - 8,933,288 - - 2,276,388 11,209,676
Permanent fund - - 27,790,630 - - 27,790,630
Assigned:
Designated for
major maintenance - - - - 398,952 398,952
Unassigned 2,207,789 - - 75,123 - 2,282,912
Total fund balances 11,104,560 8,933,288 27,790,630 75,123 2,675,340 50,578,941
$ 14,016,652 9,589,213 27,998,278 75,123 2,693,712 54,372,978
See accompanying notes to financial statements.
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Exhibit B-2 ALEUTIANS EAST BOROUGH
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King Cove, Alaska
Governmental Funds
Reconciliation of Fund Balance to Net Assets

Year Ended June 30, 2011

Amounts reported for governmental activities in the statement of net assets are different because:
Total fund balances - Total governmental funds $ 50,578,941

Capital assets used in governmental activities are not
financial resources and, therefore, are not reported

in the funds. 69,103,536

General long-term debt is not due and payable in the current

period and, therefore, is not reported in the funds. (33,965,000)
Net assets of governmental activities $ 85,717,477

See accompanying notes to financial statements.
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THE ALEUTIANS EAST BOROUGH Exhibit B-3
King Cove, Alaska
Governmental Funds
Combining Statement of Revenues, Expenditures,
and Changes in Fund Balances (Deficit)
Year Ended June 30, 2011
Major Funds Total
General Bond Trust Debt Nonmajor  Governmental
Fund Construction Fund Service Funds Funds
Revenues:

Federal government $ 475,722 - - - 1,192,389 1,668,111
State of Alaska 3,344,371 - - - 445,599 3,789,970
Borough raw fish tax 4,584,570 - - - - 4,584,570
Investment income 9,050 46,442 5,348,538 - 2,961 5,406,991
Other 483,058 48,273 - - 293,918 825,249

Total revenues 8,896,771 94,715 5,348,538 - 1,934,867 16,274,891
Expenditures:
Current:
Mayor's office 232,895 - - - - 232,895
Assembly 128,219 - - - - 128,219
Clerk and
planning management 158,053 - - - - 158,053
Administration 417,458 - - - - 417,458
Finance 225,148 - - - - 225,148
Resource department 433,580 - - - - 433,580
Public works 129,626 - - - - 129,626
Special assistant 99,493 - - - - 99,493
Other 1,960,365 - - - - 1,960,365
Capital outlay - 1,252,504 - - 2,094,516 3,347,020

Principle - - - 875,000 - 875,000
Interest - - - 1,412,841 - 1,412,841
Trust fund - - 28,998 - - 28,998

Total expenditures 3,784,837 1,252,504 28,998 2,287,841 2,094,516 9,448,696
Excess of revenues (under)
over expenditures 5,111,934 (1,157,789) 5,319,540 (2,287,841) (159,649) 6,826,195
Other financing sources (uses):

Issuance of bonds - 4,900,000 - - - 4,900,000
Transfers from other funds - - 350,000 2,287,841 600,000 3,237,841
Transfers to other funds (3,237,841) - - - - (3,237,841)

Total other financing
sources (uses) _(3,237,841) 4,900,000 350,000 2,287,841 600,000 4,900,000
Net change in fund
balance (deficit) 1,874,093 3,742,211 5,669,540 - 440,351 11,726,195
Fund balances (deficit),
beginning of year 9,230,467 5,191,077 22,121,090 75,123 2,234,989 38,852,746
Fund balances, end of year $ 11,104,560 8,933,288 27,790,630 75,123 2,675,340 50,578,941
See accompanying notes to financial statements.
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Exhibit B-4 THE ALEUTIANS EAST BOROUGH

King Cove, Alaska
Governmental Funds
Reconciliation of Change in Net Assels

Year Ended June 30, 2011

Amounts reported for governmental activities in the statement of activities are different because:
Net changes in fund balances - Total governmental funds $ 11,726,195

Governmental funds report capital outlays as expenditures;

however, in the statement of activities, the cost of those

assets is allocated over their estimated useful lives and

reported as depreciation expense. This is the amount by

which capitalized outlays of $2,750,274 exceeded

depreciation of $1,619,927 in the current period 1,130,347

Bond proceeds provide current financial resources to governmental
funds, but issuing debt increases long-term liabilities in the statement
of net assets. Repayment of bond principal is an expenditure in the
governmental funds, but the repayment reduces long-term liabilities

in the statement of net assets. This is the amount by which proceeds of
$4,900,000 ($5,000,000 in bonds less premium of $100,000)

exceeds repayments of $875,000. (4,025,000)
Total changes in net assets of governmental activities $ 8,831,542

See accompanying notes to financial statements.
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THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

General Fund and Annually Budgeted Major Special Revenue Fund

Exhibit B-5

Statement of Revenues, Expenditures, and Changes in Fund Balances (Deficit) - Budget and Actual

Year Ended June 30, 2011

Revenues:
Federal government
State of Alaska
Borough raw fish tax
Investment income
Other

Total revenues

Expenditures:
Current:
Mayor's office
Assembly

Clerk and planning management

Administration
Finance
Resource department
Public works
Special assistant
Other

Capital outlay

Principle

Interest

Trust fund

Total expenditures

Excess of revenues over
(under) expenditures

Other financing (uses) sources -
Issuance of bonds
Transfers (to) from other funds
Total other financing
(uses) sources

Excess of revenues and other
financing sources over (under)
expenditures and other uses

Fund balances (deficit),
beginning of year

Fund balances (deficit),
end of year

General Fund

Bond Construction

Variance with

Variance with

Final Budget - Final Budget -

Actual Favorable Actual Favorable

Qriginal Final Amounts (Unfavorable) Original/Final Amounts (Unfavorable)
$ 612,256 612,256 475,722 (136,534) - - -
3,187,366 3,187,366 3,344,371 157,005 - - -
2,635,000 2,635,000 4,584,570 1,949,570 - - -

35,000 35,000 9,050 (25,950) - 46,442 46,442

52,300 52,300 483,058 430,758 - 48,273 48,273

6,521,922 6,521,922 8,896,771 2,374,849 - 94,715 94,715
242,784 243,486 232,895 10,591 - - -
135,000 135,702 128,219 7,483 - - -
177,176 177,878 158,053 19,825 - - -
455,441 450,743 417,458 33,285 - - -
215,811 217,513 225,148 (7,635) - - -
462,128 463,532 433,580 29,952 - - -
120,821 121,523 129,626 (8,103) - - -
123,677 124,379 99,493 24,886 - - -
1,358,110 2,006,832 1,960,365 46,467 - - -

- - - - 5,000,000 1,252,504 3,747,496
3,290,948 3,941,588 3,784,837 156,751 5,000,000 1,252,504 3,747,496
3,230,974 2,580,334 5,111,934 2,531,600 (5,000,000) (1,157,789) 3,842,211

- - - - 5,000,000 4,900,000 (100,000)

- (3,237,841) (3,237,841) - - - -

- _(3,237,841) (3,237,841) - 5,000,000 4,900,000 (100,000)

$ 3,230,974 (657,507) 1,874,093 2,531,600 - 3,742,211 3,742,211
9,230,467 5,191,077
$ 11,104,560 8,933,288

See accompanying notes to financial statements.
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Exhibit B-5, continued

THE ALEUTIANS EAST BOROUGH

King Cove, Alaska

General Fund and Annually Budgeted Major Special Revenue Fund

Statement of Revenues, Expenditures, and Changes in Fund Balances (Deficit) - Budget and Actual, continued

Revenues:
Federal government
State of Alaska
Borough raw fish tax
Investment income
Other

Total revenues

Expenditures:

Current:
Mayor's office
Assembly
Cierk and coastal management
Administration
Finance
Resource department
Public works
Special assistant
Other

Capital outlay

Principle

Interest

Trust fund

Total expenditures

Excess of revenues over (under) expenditures

Other financing (uses) sources -
Transfers (to) from other funds
Total other financing (uses) sources

Excess of revenues and other financing sources
over {under) expenditures and other uses

Fund balances (deficit), beginning of year

Fund balances (deficit), end of year

20

Trust fund Debt Service Fund
Variance with Variance with
Final Budget - Final Budget -
Actual Favorable Actual Favorable
Original/Final Amounts (Unfavorable) Original/Final Amounts (Unfavorable)
$ - - . - - -
350,000 5,348,538 4,998,538 - - -
350,000 5,348,538 4,998,538 - - -
- - - 875,000 875,000 -
- - - 722,433 1,412,841 (690,408)
35,000 28,998 6,002 - - -
35,000 28,998 6,002 1,597,433 2,287,841 (690,408)
315,000 5,319,540 5,004,540  (1,597,433) (2,287,841) {690,408)
- 350,000 350,000 1,597,433 2,287,841 690,408
- 350,000 350,000 1,697,433 2,287,841 690,408
3 315,000 5,669,540 5,354,540  (2,287,841) - -
22,121,090 75,123
$ 27,790,630 75,123

See accompanying notes 1o financial statements.
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o ALEUTIANS EAST BOROUGH Exhibit C-1
King Cove, Alaska

Business-Type Activities - Hovercraft and Terminal

Balance Sheet

s
June 30, 2011
- Total
Business -
o Hovercraft Terminal Type Activities
. Assets
Current assets:
.. Receivables, net $ 851 - 851
Non-Current assets:
Equipment, net of accumulated depreciation 8,882,365 6,586,699 15,469,064
) Total assets $ 8,883,216 6,586,699 15,469,915
Liabilities
Accounts payable $ 60,212 - 60,212
Due to other funds 2,724,816 1,027,244 3,752,060
Total liabilities 2,785,028 1,027,244 3,812,272
Retained earnings
e Fund equity:
Contributions in aid, net 8,882,365 6,586,699 15,469,064
e Retained deficit (2,784,177)  (1,027,244) (3,811,421)
Total fund equity 6,098,188 5,559,455 11,657,643
$ 8,883,216 6,586,699 15,469,815
.
3
.
-
i
E g
k-
Ee )
ot The notes to the financial statements are an integral part of this statement.
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Exhibit C-2 ALEUTIANS EAST BOROUGH
King Cove, Alaska

Business-Type Activities - Hovercraft and Terminal

Combined Statement of Revenue, Expenses,
and Changes in Retained (Deficits) Balance

June 30, 2011
Total
Business -
Hovercraft Terminal Type Activities
Revenues $ 41,993 139,621 181,614
Operating expenses:
Salaries and benefits 146,592 57,558 204,150
Contract labor 56,294 152,555 208,849
Travel and per diem 15,705 949 16,654
Telephone 6,223 5,048 11,271
Supplies 28,354 9,225 37,579
Equipment 72,696 - 72,696
Rent 5,110 8,476 13,586
Utilities 3,681 23,227 26,908
Insurance 268,540 - 268,540
Fuel 51,537 19,491 71,028
Freight 3,769 - 3,769
Miscellaneous expense - 44,000 44,000
Depreciation 347,955 211,731 559,686
Total operating expenses 1,006,456 532,260 1,638,716
Excess of revenues (under} over expenditures (964,463) (392,639) (1,357,102)
Other financing source - Operating
transfer from other funds - - -
Change in net assets (964,463) (392,639) (1,357,102)
Prior period adjustment - 5,372,548 5,372,548
Retained earnings, beginning of year 7,062,651 579,546 7,642,197
Retained earnings, end of year $ 6,098,188 5,659,455 11,657,643

The notes to the financial statements are an integral part of this statement.
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ALEUTIANS EAST BOROUGH Exhibit C-3
King Cove, Alaska

Business-Type Activities - Hovercraft and Terminal

Statement of Cash Flows

Sy
Year Ended June 30, 2011
- Total
— Business -
Hovercraft Terminal _ _Type Activities
Increase (decrease) in cash and cash equivalents -
Cash flows from operating activities:
- Cash payments from customers $ 41,142 140,379 181,521
Cash payments from other sources 571,022 1,077,245 1,648,267
- Cash payments for goods and services (456,762) (264,718) (721,480)
Cash payments for salaries and benefits (150,638) (59,621) __(210,259)
- Net cash used by operating activities 4,764 893,285 898,049
ve Cash flows from capital and related financing activities: -
Acquisition and construction of capital assets (4,764) (893,285) (898,049)
- Total cash flows used by capital and -
related financing activities (4,764) (893,285) (898,049)
Net increase in cash - - -
Cash and cash equivalents, beginning of year - - -
Cash and cash equivalents, end of year $ - - -
- Reconciliation of operating loss to net
cash provided by operating activities:
<o Change in net assets $  (964,463) (392,639) (1,357,102)
Adjustments to reconcile operating loss to
. net cash provided by operating activities:
Depreciation 347,955 211,731 559,686
- (Increase) decrease in current assets:
Receivable (851) 758 (93)
s Increase (decrease) in current liabilities:
Accounts payable 55,147 (1,747) 53,400
- Accrued liabilities (4,046) (2,063) (6,109)
Increase in due to other funds 571,022 1,077,245 1,648,267
Net cash provided by operating activities $ 4,764 893,285 898,049
£ )
L
o
e
L)
s The notes to the financial statements are an integral part of this statement.
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Exhibit D-1

THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Deferred Compensation Agency Fund
Statement of Fiduciary Net Assets

June 30, 2011

Assets

Property and rights held under deferred compensation plan

Net Assets

Obligations to employees under deferred compensation plan

24

See accompanying notes to financial statements.
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THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Notes to Financial Statements

June 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

The Aleutians East Borough (Borough) was incorporated October 23, 1987, under the laws of the
State of Alaska as a second-class borough. All significant activities with which the Borough
exercises oversight responsibilities have been included in the Borough’s general purpose financial
statements.

The accompanying financial statements include all activities of The Aleutians East Borough and
The Aleutians East Borough School District. The Borough Assembly, as the oversight authority,
approves the total annual budget of the School District and also makes annual contributions to it.
Based on financial interdependence, budget approval, responsibility for debt, and accountability and
control of fiscal matters, The Aleutians East Borough School District is a component unit of The
Aleutians East Borough. The Aleutians East Borough School District’s audited financial statements
may be obtained from The Aleutians East Borough School District.

No other entities exist over which the Borough has oversight responsibility.

Component Unit

The Aleutians East Borough School District is a component unit of The Aleutians East Borough.
The School District was formed July 1, 1988, as a result of the formation of The Aleutians East
Borough on the same date. The District was formed by incorporating King Cove City School District
and Sand Point City School District. In addition, the following locations were added from Aleutian
Region School District: Cold Bay, False Pass, Nelson Lagoon, and Akutan.

As the School District is organized as a government, its financial statements are prepared using
accounting principles generally accepted in the United States of America as related to government
organizations. As such, the financial statements are prepared using the current financial resources
measurement focus and accrual method of accounting.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and statement of
activities) report information in all nonfiduciary activities of the Borough. For the most par, the
effect of interfund activity has been removed from these statements. Governmental activities, which
normally are supported by intergovernmental revenues, are reported separately from business-type
activities which rely to a significant extent on fees and charges for support.

The statement of activities demonstrates the degree to which direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those clearly identifiable with a
specific function or segment. Program revenues include grants and contributions that are restricted
to meeting the operations or capital requirements of a particular function or segment. Other items
not properly included among program revenues are reported instead as general revenues.
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THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Notes to Financial Statements, continued

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

Government-wide and Fund Financial Statements, continued

Separate financial statements are provided for governmental fund types. Major individual
governmental funds are reported in separate columns in the fund financial statements.

The government-wide financial statements are reported using the economic resources
measurement focus and accrual basis of accounting. Revenues are recorded when earned and
expenditures are recorded when liability is incurred, regardiess of the timing of related cash flows.
Grants and similar items are recognized as revenue as soon as all eligibility requirements imposed
by the provider have been met.

Net assets should be reported as restricted when constraints placed on net asset use are either
externally imposed by creditors (such as through debt covenants), grantors, contributors, or laws or
regulations of other governments or imposed by law through constitutional provisions or enabling
legislation. At June 30, 2011, the Borough had no restricted net assets.

Measurement Focus, Basis of Accounting, and Basis of Presentation

The financial statements of the Borough are prepared in accordance with accounting principles
generally accepted in the United States of America (GAAP). The Borough’s reporting entity applies
all relevant GASB pronouncements and applicable Financial Accounting Standards Assembly
(FASB) pronouncements and Accounting Principles Assembly (APB) opinions issued on or before
November 30, 1989, unless they conflict with GASB pronouncements. The Borough's reporting
entity does not apply FASB pronouncements or APB opinions issued after November 30, 1989.

The government-wide statements report using the economic resources measurement focus and
accrual basis of accounting includes reclassification or elimination of internal activity (between or
within funds). Financial statements of Borough component units also report using this same focus
and basis of accounting, although internal activity is not eliminated in these statements. Revenues
are recorded when earned, and expenses are recorded when a liability is incurred, regardless of the
timing of related cash flows.

The governmental fund financial statements report used the current financial resources
measurement focus and modified accrual basis of accounting. Revenues are recognized when
they are both measurable and available. Available means collectible within the current period or
soon enough thereafter to pay current liabilities. The Borough considers revenues to be available if
they are collected within 60 days of the end of the fiscal year. Expenditures are recorded when the
related fund liability is incurred.

Major revenue sources susceptible to accrual include intergovernmental revenues and investment
income. In general, other revenues are recognized when cash is received.

When both restricted and unrestricted resources are available for use, it is the Borough’s policy to
use restricted resources first, then unrestricted resources as needed.
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THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Notes to Financial Statements, continued

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued
Fund Types and Major Funds
The Borough reports the following major governmental funds:

= General Fund - Reports as the primary fund of the Borough. This fund is used to account
for all financial resources not reported in other funds.

= Bond Construction - Accounts for all revenue received and expenditures made for the
development and administration of construction, including the issuance of bonds.

= Trust Fund - Accounts for all revenue received and expenditures made for the development
and administration of the trust fund.

= Debt Service — Accounts for all expenditures made for the retirement of and interest on debt.

» Business-type activity — Hovercraft and Terminal — Accounts for all activity for the operations
of the hovercraft.

Other Fund Types

The Borough also reports the following fund type: Nonmajor Fund - Reports all capital expenditures
for the Borough.

Assets, Liabilities, and Equity
* Deposits and Investments - The Borough’s cash and cash equivalents are considered to be

cash on hand, demand deposits, and short-term investments with original maturities of 3 months
or less from the date of acquisition.

» Receivables and Payables - All outstanding balances between funds are reported as “due
to/from other funds.” These balances represent the numerous transactions that occur during
the course of operations between individual funds for goods provided or services rendered. The
direct write-off method is used for estimated uncollectible accounts receivable.

» Prepaid Items - Certain payments to vendors reflect costs applicable to future accounting
periods and are recorded as prepaid items.
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THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Notes to Financial Statements, continued

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued
Assets, Liabilities, and Equity, continued

» Fixed Assets - The Borough’s property, plant, equipment, and infrastructure with useful lives of
more than 1 year are stated at historical cost and comprehensively reported in government-wide
financial statements. The Borough maintains infrastructure asset records consistent with all
other capital assets. Component unit capital assets are also reported in their respective fund
and combining component unit financial statements. Donated assets are stated at fair value on
the date donated. The Borough generally capitalizes assets with a cost of $5,000 or more as
purchase and construction outlays occur. Costs of normal maintenance and repairs that do not
add to the value of the asset or materially extend assets’ lives are not capitalized. Capital
assets, including those of component units, are depreciated using the straight-line method.
When capital assets are disposed, the cost and applicable accumulated depreciation are
removed from the respective accounts, and the resulting gain or loss is recorded in operations.

Estimated useful lives in years for depreciable assets are as follows:

Buildings 25
Infrastructure 30
Furniture and equipment 3to7
Vehicles 7

» Compensated Absences - It is the Borough’s policy to permit employees to accumulate earned
but unused annual leave. Compensated absences are reported as accrued in government-wide
and component unit financial statements.  Governmental funds report only matured

compensated absences payable to currently terminated employees and are included in wages
and benefits payable.

= Deferred Revenue - Amounts for which asset recognition criteria have been met but for which
revenue recognition criteria have not been met are recorded as deferred revenue.

= Long-term Debt - In government-wide and component unit financial statements, outstanding
debt is reported as liabilities. Governmental fund financial statements recognize proceeds of
debt and premiums as other financing sources of the current period.

» Fund Equity - Governmental fund financial statements report reserved fund balance for amounts
not available for appropriation or legally restricted for specified purposes. There is no reserved
fund balance reported in the current year.

Use of Estimates
Preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect

certain reported amounts and disclosures. Accordingly, actual results could differ from those
estimates.
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THE ALEUTIANS EAST BOROUGH
King Cove, Alaska

Notes to Financial Statements, continued

NOTE 2 - STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Budgetary Information

The Borough Assembly is required to approve an annual budget before the start of the new fiscal
year. Public hearings are conducted to obtain taxpayer comments. The budget is legally enacted
through passage of an ordinance. Budgets are prepared and presented on the modified accrual
basis of accounting. Any revisions to the budget must be approved by passage of an ordinance by
the Assembly. The Borough Assembly authorizes formal budget revisions several times each year
to adjust revenues and expenditures to available resources and program needs. The final revised
and approved budget is presented in these financial statements.

Beginning in fiscal year 2003, the Borough is forward funding its general fund expenditures and
reserving general fund balance to the extent of current-year general fund revenue except coastal
management and LEPC grants.

NOTE 3 - CASH AND INVESTMENTS

The Borough’s investment policy authorizes the Borough to invest in U.S. Treasury securities;
obligations guaranteed by the U.S. government or its agencies or instrumentalities; repurchase
agreements; certificates of deposit; bonds and notes which are issued by any state or political
subdivision thereof which are graded "A" or higher by Moody’s Investor's Service, Inc.; prime
commercial paper graded "A1" or higher by Moody’s Investor's Service, Inc.; banks and savings
and loan associations to the extent that deposits are insured by Federal Depository Insurance
Corporation or Federal Savings and Loan Insurance Corporation; obligations of corporations,
provided the obligations are graded “Baa” or higher by Moody’s Investor’s Service Inc., or Standard
and Poor’s Corporation and issued in the Unite